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DEPARTMENT OF THE NAVY SECNAVINST 751O.7E

Office of the
Washington, DC

SECNAV INSTRUCTION 751O.7E.—

From: Secretary of the Navy

To:

Subj:

Ref:

A)

All Ships and Stations

DEPARTMENT OF THE NAVY
INTERNAL AUDIT

(a) DODDIR 7600.2 of 2 Feb 91

(b)

(c)

(d)

(e)

(NOTAL)
DODINST 7600.6 of 16 Apr 87

(NOTAL)
DOD 7600.7-M of Jun 90
(NOTAL)

DODDIR 7600.10 of 20 May 91

(NOTAL)
SECNAVINST 5200.34C

(f) SECNAVINST 5200.35C (NOTAL)

(g) SECNAVINST 5430.100
(h) SECNAVINST 5430.57E

(i) SECNAVINST 5430.92A

(j) SECNAVINST 5520,3A
(k) SECNAVINST 7510.9
(1) SECNAVINST 5740.25B

(m) SECNAVINST 5211.5C
(n) SECNAVINST 5720.42E

1. Purpose. To provide Department of the
Navy (DO\T) management officials with

information concerning policies and procedures

for internal audit in the DON consistent wilh

reference (a), and to implement audit policies

required in Department of Defense (DOD)

guidance, references (a) through (d).

2. Cancellation. SECNAVINST 7510.7D.

3. Scope. The provisions of this instruction are

applicable throughout the DON.

4. Definition, Internal audit is an independent

appraisal, performed in accordance with DON

audit standards, of the diverse operations and
controls within an organization or program.
Internal audi~s determine whether acceptable

policies and procedures are followed, established
standards are met, resources are used efficiently
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and effectively, and the organization’s or
program’s objectives are being achieved.

5. Internal Audit Function. Internal audit is a
staff function which, to operate effectively, must

be independent of line operations. Naval

auditors do not exercise command authority over

organizations they audit. Their responsibility is

to report the facts and, as appropriate, make
recommendations to the level of management
responsible for taking corrective action on

conditions disclosed by an audit. Reference (e)
provides DON policy for management and
resolution of findings and recommendations

included in audit reports. Policy addressed
within that document requires prompt,

responsive, and constructive actions by

commanding officers on audit recommendations.
That instruction further requires the Naval Audit

Service to address repeat findings to the

immediate superior in command above the

auditee level for resolution.

6. Management Control System. Internal

audi[ is an integral part of the overall DON
management control system designed to provide

checks and balances to ensure managers carry
out their missions effectively and efficiently.
Reference (f) establishes the DON Management

Control Program and requires commands to

maintain effective systems of management con– (A
trol. Norman}, internal auditors shall evaluate

and report on management controls during every

audit. Additionally, the auditors shall evaluate (A
and report on how well management has imple–
mented the Management Control Program,

7. Naval Audit Service. The Naval Audit

Service is responsible for performing audits of
DON organizations, programs, activities, systems,
functions, and funds. These audits evaluate the

inLegrity and reliability of financial and other

information used to make management decisions;

the adequacy of policies and procedures; the

safeguarding and efficient and effective use of
resources; the extent of compliance with

applicable policies, procedures, laws, and
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regulations; and program performance. The

Naval Audit Service performs other functions,

such as providing audit pohcy guidance, sur–
veillance, and review of audits conducled b}
nonappropriated fund organization auditors

(reference (b)); monitormg DON contracts for

audit services to ensure compliance with DOD

guidance (reference (a) ); supporting the Naval

Inspector General in executing the DOX Audit

Follow-up Program (reference (e) ); serving as

the focal poin~ for internal audit policy relatite

to the DON Management Control Program

(reference (f)); and providing audit assistance to
the .Naval Investigative Serwce Command.

8. Policy

a. W’]thin DON, the internal audit function

is the responsibillt} of the Auditor General of the

Navy (reference (g),). To ensure the independ-
ence of that function, the Audnor General of the
Navy reports dlrecdy to the L’nder Secretar} of
the Kavy.

b. The Audl[or General of the \avy is

responsible for det’eloping and implementing

DON audit standards, pohcies and procedures

consistent with Inspector General, DOD guidance

(reference (c)). J4’hen applied, these standards,

pohcies and procedures will provide adequate
audit coverage of all DON organizations,
programs, activities and functions, mcludmg

Marine Corps and nonappropriated fund

organizations and related acti~’itles. In his/her

capacity as Director of the Naval Audit Ser\ice,

he/she oversees proper application of audit

activity to achieve this mission object]ie.

c. The Auditor General of the Xa\y, as

Director of the Naval Audit Service, oversees the
actual conduct of internal audits within the DON;

and provides oversight of audits performed by

nonappropriated fund audit organizations

(reference (b)), local audit organizations

(reference (k)), and audit services provided by
nonfederal auditors (reference (a) ) under DON

contracts.

d. The Naval Audit Service will be

reimbursed for auditing nonappropriated fund

organizations and rela(ed actit Itles bt the audited

organization (references (b) and (g)).

e. As Director of the Xaval Audl[ Ser\]ce,

the Auditor General of the \“av! maintains

operational control over Internal aud]ts, aud]ts of

commercial activities, and other mission functions
conducted b) the Naval Audit Service.

f. The Auditor General of the Navy will

coordinate and cooperate wi~h the Naval

Inspector General; the Commander, Naval

Investigative Service Command; the Inspector
General, DOD; other Defense Audit Services;

and the General Accounting Office to detect,
deter, and eliminate fraud, waste, inefflcienc!

and rela[ed improprieties, and to mlnlmize

duplication of effons (references (c), (h), (I)

and (J)).

g. The Secretarial and all DON echelons of

command, lncludlng nonapproprlated fund
organlzauons and related act]vitles, vill provide,

as required, su]table office space and all needed
faclii[ies In support of the aud]t function on a

non-reimbursable basis.

h, \fihtar> officers may function with]n [he (R
Xaral Aud]t Service ]n posl~lon~ wherein the! do

not superitse the conducl of audits. A mlhtar!

officer functioning as an auditor shall be directl~
supervised b} a qualifled cl\illan audi~or to

ensure the process is earned OULfollowing
recogmzed aud]l standards As with the cidian
work force. when a milltar} officer’s nexl

assignment beyond the Xaral Audl[ Service IS
known, he/she will not participate m an audit of

that command/function.

9. Audit Planning. Early each fiscal year,
the Naval Audit Service begins developing the

following fiscal year’s audit plan. First, pro-

grams, functions and problem areas having

potential for audit are researched and reviewed.

All DON management officials are encouraged to
provide input to this endeavor, that is, to submit

audit topic suggestions. After the research is

completed, resulting topics and all other catego-
ries of audit are subjected to risk assessments,

jobs are priormzed, and an annual audit plan M
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A} developed. Local audit organizations, estab-
lished under reference (k), and military ex-

change audit organizations are to submit their

annual audit plans to the Na\’al Audit Serwce by
3 I Jul! for incorporation into the DON Inlernal

Audit Plan. The Auditor General of the Navy

then review the plan ~ith the L’nder Secretary

of the Navy before it is finalized.

A) 10, Access to Information. Consistent with
appropriate security clearances, auditors shall be

granted full and unrestricted access to al! per-
sonnel, facilities, records, reports, data bases,

documents, or other DON information or

material that is needed to accomplish an

A) announced audi[ objectite. All access granted
or information or material furnished to the audil

organizations shall be on a non–reimbursable
basis. This includes automated data processing

support, data retrieval, and programming, as

needed, to accomplish the audl[.

a. Access to Personnel, Documents, and
Records. Naval ,4ud]t Service access to person–

nel. docurnen[s, and records will be unrestricted

and unfettered by burdensome administrative

requirements or screening procedures beyond

tllow necessar} to mairrlain security regulations.
Access to ships. squadrons, and fleet marine

force units will follo~ the polic~ established in
reference (1).

b. Access to Automated Data Processing
Equipment. Access to automated data proc-

essing equipment (including microcomputers

andlor on–line workstations) and programming

personnel shall be readil) made available to the
Natal Audit Service auditors to permit auditing
01 automated information. Necessary access to,

and related training on, existing data retrieval
and repor[ generating capabilities shall also be

provided to Naval Audit Service audnors.

c. Exceptions. The only exceptions 10

unrestricted access involve Joint Chiefs of Staff

(JCS) Papers/Planning Information, Statements

of Affiliations and Financial Interesls (DD Form

1555), and Executive Personnel Financial
Disclosure Reports (SF 278).

(1) JCS Papers. Auditors ma} request

access to JCS papers from the command holder

to meet announced audit objectives. If access to
JCS papers cannm be obtained without JCS

approval, the audi[or will refer the issue to Naval

Audit Service Headquarters. Naval Audit

Service will attempt to resolve the issue with JCS
(Documents Division, Joml Secretariat). JCS

may provide access to the papers or make a

recommendation to the Secretary of Defense for
denial of access. If progress toward gaining

access is unacceptable, .Naval Audit Service

Headquarters will refer the matter for resolution

to the DOD Assis[ant Inspector General l(~r

Audi~ PoIIcy and Oversight

(2) DD Form 1599 and SF 278. Naval

Audit Ser\ice aud]lors wil[ be provided access [o

Statements of Affiliations and Financial Interes[s
(DD Form 1555) and Executl\w Personnel

Financial Disclosure Reports (SF 278) If selec-

ti(}n IS based on a random sample or if reason-

able susplc]on of improper conduc[, ai deter–

mined b~ [he .\a\al Audit Ser\ice, is present.

d. Access Denial. A dl~agreemerrl between

audilors and managers as to the need for acces%
to information Mill be reported through appro-

priate audit and command channels [o the

management Ie\el necessary to resolte [he issue.

Onl} the Secrelar~ of the Na\y and lhe L’nder

Secre[ar\ of [he Xa\! mal den! access 10 naval

audllors. Such denlats WIII onlf be for reasons
necessary to preserle the na[ional secunl!
interests of Lhe United Sta[es as set forth m the

Inspector General Act, Public La\\ 95-452,

SectIon 8. The Lnder Secretar\ of the Nai}
shall be Informed of the need Ior denial of

access within 15 workdays and shall make a

decision on the denial Issue tvrthin 30 workdays
from the dale the audl~or requesled access. If

Ihe f_’rider Secretar\ of the Ka~\ deems 11

appropriate to den! acct?s~. the Inspector

General, DOD must be advised wi[hln 15 worh-

dayi of Ihe demal declslon (reference (a)).
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11. Privacy Act. Reference (m) implements

provisions of the Privacy Act of 1974. Under

the instruction, auditors have access to all
records covered by the Act when discharging

their official duties, i.e., when auditing; activities

providing such access are exempt from disclosure

requirements.

12. Freedom of Information Act Requests.
Requests for draft and final Naval Audit Service

audit reports and other .Naval Audit Service

records should be forwarded to Naval Audil

Service Headquarters. Reference (n) states
that a naval activity receiving such a request is

responsible for notifying the reques[or of the
correct procedure. A copy of the notification is

to be forwarded to Naval Audit Service Head-
quarters. The cognizant commanding officer for

local audit and nonappropriated fund reports and

the client activities for management consulting

reports are responsible for responding to such
requests. The responsible official for responding

to such requests for nonappropriated fund

reports in the Marine Corps is the Comma ndan[

of the Marine Corps (FD).

13. Management Consulting Studies. The
Naval Audit Service offers limited managemen[

consulting services to DON managers. \lanage-

ment consulting is distinc~ from audi[ing both in

the nature of work performed and the method~

employed. For example, consultants are ntm–

auditors and therefore are not required [o follow
government auditing standards (references (a)
and (c)).

a. Requests. Requests for consulting

services may be submitted to the Auditor Gen–

eral of the ,Navy; to the Director, Management
Consulting Directorate, .Naval Audit Serv]ce

Headquarters; or to a Naval Audit Serwce

regional office. The Auditor General of the
Navy is responsible for ensuring that manage-
ment consulting is not used when audiung IS

more appropriate.

b, Agreement. Naval Audit Service

consultants obtain preliminary information from a
requestor and prepare a formal proposal of stud!

scope, objective (s), timing, funding, report

distribution, etc. The proposal, if accepted,
forms an agreement between the requestor and

the Management Consulting Directorate. Studies

are not performed without a wrilten agreement.

c. Disclosure and Reporting

(1) The Auditor General oi the Navy will

be kept adwsed of all areas of concern that

become visible to :he management consultants.
When warranted, the Auditor General of the

Navy maj initiale an audit in an area being

studied by a management consulting effort. If

potential fraud or other illegal acts are discov-

ered during a study, the guidance contained in
references (i) and (j) will be followed. If such

acts prejudice further consulting effort, the study

will end. Such Instances are rare but that flexi–

billt> must exist to avoid any adverse impact on
the independence of the Auditor General of the

Xav\.

(2) A wnt[en report WII1be presented to

the requestor and WI]] not be distributed further
within or outside [he DON wl[hout the approval
of the Auditor General of the Navy. An excep-

tion to that ]s made for the Naial tnvesugative
Service Command uhen a consulting study

becorne~ par~ or an ]nvestlgatlte reporl and

needs to be disseminated to ]nvestigat]ve or
prosecu~l~e agencle~ outside the DOS.

14. Naval Audit Service Audits

a. Notification. Under normal conditions,

approximately 30 days before beginning a
scheduled audl[, the cognizan[ Naval Audit

Ser\ice regional office will send an announce-

ment letter to the affected organizations and

their superiors m the chain of command. The
letter encourages recipients to suggest areas of

particular concern for intensified audit coverage.

unscheduled audit wwrk such as audil topic
research and disbursing audit~ are instances

where 30 da} notifications are impractical.

Advice on unannounced disbursing audits is

hand dellvered by auditors to ~he commander

or senior of f]cia] on the first da] of the audit.
\’erbal notification IS generally provided on audit

research efforts. Disclosure of a material or
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sensitive issue during audit research may result in

immediate reporting and conversion of research

effort into a formalized, limited scope audit.
Audited commanders or senior officials will be

advised formally by [he \-aval Audit Service of

the circumstances requiring such a change.
W’hen such circumstances arise, commanders or

senior officials should advise their immediate

superior in the chain of command.

b. Repeat Findings. The Naval Aud]l

Service will follow-up on each finding included
in the most recen[l> completed audit of [he

organization, activi(~, program, or function under

review. If slated corrective ac~lon was not ~aken

or was not effeclive In correcting the reported

condition, a repeat finding will be included in

the current audit report Repeat findings are

addressed to [he lrnmedia~e superior in the

R) chain of commanci abo! e the pretlous action
addressee.

c. Draft Findings. During the field work

phase of an audi[, findingi are deteloped and

discussed Iiith cognlzan~ operating personnel,

dlJislon managers and department heads. A

primar} purpose of these discus~]orrs is m ~erif}
supporting fact~ and oh[ain preliminar~ opinions

R) on conclusions reached. This also enhance~
management’s ablli~l [o cor-rec[ problems earl!

d, Audit Utilization. To maximize the

benefits of an audll. audl~ors and DOX managers

must gain a common under~[anding of problern~
disclosed b} the audit. oi ac~ions necessar! to

correct lhose problem~, and of the potential
mone[ar~ benef][< idcntlfled with improted

management actions. “Audit uu]ization” is the

formal process which seriei to achieve tha~ end,
Audi[ flndlngs In drafl audl[ reports ~ill be

simultaneous]} u~lhzed a~ the audltee level and at

the first and second echelon levels above the

auditee. L’ti!ization abo~e the Chief of Naval

Opera[ion< and Comrnandan[ O( ~he Marine

Corps level~ requires Saval Audi[ Service

Headquarters appro~al. Also, a[ the discretion

of [he Auditor General of the .Nat}, findings
ma! be discussed with key DO\ officials as the

audit progresses.

e. Releasability}. Draft audi[ f[ndings and
reports are predecisional material internal to the

DO\ and, as such, are not releasable outside the

DO.S except by specific approval of the Auditor

General of the Xai!

f. Monetary Benefits. hlonetar~ benef]ts
associated with audit findings arise from actions

such as collecting money erroneously paid out, (R
iden~ifying excess ma[erial, deobllgating funds

(curren[ or expired), avoiding unnecessary

expenditures, and improving procedures to
enable an organization to accomplish a function

more efflcientl} Monetar! benefits are classi- (A

fied as either funds pu[ 10 be[ter use or

ques[iorred costs. .Amounts normall} are limited (A
to a 6–}ear period colered b} the Defense Plan

or the Program Objectives ,Ilemorandum.

(1) Po[errtlal monetart bene!l[~ }{ill be

d]scu$sed In audit fincflng~ but will not be
included in audit recommend ation~. This pohC)”

allow’s the auditor and the manager to concen–

trate on the remedy [o a problem wrthottt

clouding the issue ui[h the poten~lal dollar value

of Ihe efficiencies resultlng from applicatlorr of

[he recommendations, \lanagemen[’s urltlen

posiuon on an audi[ recommenda[lon must
Include a separate commen[ on i>oten[lal

rnone[ar} benellts lnd]ca~ing concurrence or
nonconcurrence or oflenng a recomputation of

the probable benefit [O facll][ate the ~racking of

such efficiencie~ wiLhln the DO\ Iorrnal

foilow -up s}stem. Failure to address po[ential
monetar} benefits in manage men[’s response

results in [ho~e potenllal henefit~ bclr]~ repor-[ed (R
a~ an undecided Issue.

(2) I%entlal mone[arl bene!]t~ bawd on (A
slalis[lcal sampling ma! presenl a S])~Cidlcase.

If the auditors and managemen~ agree tha[ (R
benefits will result, but are unable to validate

benefits b} identifying specific ltem~ or en[itie~

due to [he na[ure of s[atii[ical sampllng, the

auditor~ ma~ s[lll take credi[ for the beneflt~.

Howe!’er, the amounls cla]med should no( be (A
subjec[ [o immediate budgel reduc[ion< because

these amounts normall! cannot be matched to (A
specific items or enlilies. This occurs afLer the
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recommendation is implemented and the

achieted monelary benefits are reported in terms

A) of specific items or errti[ies. Auditors should
ensure that benefits based on statistical sampling
that cannot be matched [o specific l[em~ or

entities are appropriate]} identified In the repor[

so the activity audited is not unduly subjected to
inappropriate or unfair budget reductions.

g, Management Responses to Findings.

Recommendation addressees are given a

reasonable period of ~ime to respond to \at’al

Audit Service findings, generally 30 calendar

days. Extensions of up to 15 calendar days ma}

be granted; however, the extensions must be
fu!ly justified and are not granted routine]].
Management responses no~ receiled }ri[hin the

allowed timeframe may resul[ In the audit report

being published ~ithout a management posltlon

R) (1) Responses should express explicit
concurrence or nonconcurrence cm all elements

of a finding (on the fact$, conclusions, recom–

mendations, and if applicable, potent]al monetary

benefits) in language as clear and simple as
possible with emphasis on improvement.
Management comments should addreis unusual

R) circumstances which may hale contributed to an
operating deficiency and describe the correc~ii’e

acuons tha~ haie been taken or are planned.

If management has a preferred alternative for

correcting the prob!em, i~ should be clearl!

explained in the response statement. Concur–
rence with a finding arid recommendation must

be accompanied by completion dales for actloni

R) taken, the estimated pmential benefits, and

A) realistic and reasonable target dates for accom-
plishing planned correcti~e actions. W’hen

corrective zctions are to be taken oier an

extended time period (in excess of 1 year),
management shall establish interim dates for the

completion of major segments of the planned
A) corrective actions. This policy follous reference

(e).

(2) The Kalral Audit Service evaluates

management responses to reports and may make

changes to or delete findings, recommendations,

and/or potential monetar} benefits based on such

evaluations. Signlflcant changes to fmdmgs are

d]scussed with the appropriate addressee(s) prior

to publishing the final audit report. llanage - (R
men[ commerrt$ WII1normally be included in the

—

final aud][ repot-[.

(3} If the nlanagement powl]on specifies (R
concurrence wlih the facts and recommend atlorrs
]n a finding but does not agree with the audit

sugge~[ed potential monelary benefits, the
management pos]t]on on the flndlng and recom–

mendation~ \iill be treated as a nonconcurrence

Dlsagreemen[ }vith potential monetary benefits

re~ulti in the entire finding being reported as (R
undecided. If managemen[ fails to state a

speclf]c posltlon on pr)tentlal monetary benefits,

the response will be treated as a nonconcurrence
ivith [he auditor’~ computation of potential

monetar\ benefits and such benefits will be (R
reponed” as undecided.

(4) DON pollc} 1$ to consider nonreceipt
of a management response tantamount [0
nonconcurrence. The Xaial Audit Serlrlce WII1

bring nonreceipt or untimely response Issues to
[he attention of the Chief of Xatal Operations,
Commandant of lhe Ilarine Corps, and Ka{al

ln~pec(or General. The Aud]tor General of the
Naj> UIII eie!ate a nonconcurrence [o a flndlng,

recommenda[]on and or po[erttial morte[ar}

benefi[ in a publl~hed report to a higher level of

DOS management for a dcclslon, including

d]rectl> [o the under Secretar> of the Xa~) (R
when deemed appropriate

(5) Undecided lssue~ ~~ill not preclude (R
the pub]ica[ion of aud]t reports.

(6) DOX policy in reference (e) requires
that all undecided audit flndirrgs be decided

ulthln h months of the date of the final aud]t (R
report. The Lnder Secretary of the Navy is the (R
DOX’S final authorit~ for adjudicating internal
aud]t matter+.

h, Distribution of Final Reports. Final (A
written reports are to be submitted to: (1) the

commanding officer/program manager of the
program, function, or actiiit~ audited, (2)

of f]clals who requested the aud]t, (3) all officials
responsible for corrective actions, and (4) all

6



SEC NAVINST 751O.7E
11 October 1991

others authorized I.O receitre such reports. L!nless

,) restricted by law or Office of Nlanagement and
Budget, DOD, or DON guidance, copies should

be made available for public inspection under
Freedom of Information Act procedures.

A) Related audit working papers, documents, and
files shall be retained for a minimum of 3 years

after issuing the final audit report or 2 years

after all recommendations are closed, whichever

A) is longer. Upon request, final reports shall be
made alailable to the Of fIce of the Inspector

General, DOD.

15. Audit Follow-up

a. The Naval Inspector General is the DOX
focal poinl for follolu-up; policy governing

follow-up is included in reference (e). Audit

follou-up is an integral part of good management

and is a responsibility shared by DO.Y managers

and auditors. It is the process of validating that
management has taken corrective actions to

resol~e conditions reported in audit reports.

R) Within the DON follm~ -up process, the folloliing
definitions appl! :

.) (1) Open. AcLion on a concurred In

or decided recommendation has no~ been com–
ple[ed or when managemen[ agrees tha~ a poten-

tial monetary benefit exist$ but an agreed upon

amount requires additional time to compute. A
previously disputed finciing or recommendation

that el[her the Under .secre[ar} of the Xal]

R) adjudicated or the Xaial Audit Seriice and
management reconciled is considered decided.

R) (2) Closed. Necessary management

acuon on findings, recommendations and claimed
monetar} benefits is decided, and correctlie

action has been comple~ed and documented.

A) (3) Decided. An agreement has been
reached between management and auditors on
previousl} undecided find]ngi, recommenda-

tion or monetatn benefi[~ or a decision has

been made b\ a senim of f]cial settling [he
disagreement.

monetary benefit between the audit organization

and management.

b. The Naval Audit Service maintains a

data base capable of tracking the status of all

findings and recommendations, including

monetary benefits associated therewith, from
issuance of audit reports through implementation
of corrective actions, It is the responsibility of

Navy activities and the Commandant of the

Marine Corps to provide the basic follow-up

information for this data base to the .Xaval Audit
Service. This input should be pro~ided within 30
days af~er either the final report publication date,

or the actions or de~erminations described below,
whichever is later. The required input data are:

(1) Completion of previously agreed to

but not yet completed actions.

(2) Revised tar-gel dale when original

tat-gel date profided during the audit utilization
process cannot be me~.

(3) Modification of preiiousl} agreed
to ac[ions with sufl]cient detail to enable the

,4udltor General of the Xal\ [o de[ermine If

the finding can be clo’ed or if it needs to be

reclassified as undecided. (R

(4) Retersal of prel’tous agreements to

take action.

(5) Final determination of potenlial
monetarl bene[lt< prei]ou~l! undetermined in the

utllizat]on proce~i.

(6) Resolution of preliousl! undecided (R

finding, recomrnenda[ion or poten~lal monetary

benefi[.

c. The Xava! Audit Service performs

selectite follow-up audits and on–site verification
renews to evalua[e the ft)llot{–up procesf and the

aclions taken h! rr.ana.cement to correct signifi-

cant deficiencies inwliing malerial management (R
control weaknesse~, repea[ finding~, or mone[ary

benefits.

R) (4) Undecided. NO agreemen[ reached
on a finding, recommendation or poten[ial
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16. Fraud, Waste and Related Improprieties

a. The Xaval Inspector General lnspec~~,

investigates, or inquires into matters 0! impor-

tance concerning fraud, waste, ineff]cienc!, and

related improprieties throughout [he DO\

(reference (i)). Deterrence or pre~en[]on of

fraud, waste, and inefficiency} are among the

prime responsibilities of management, The prin-

cipal mechanism for pre}entlng and detec(lng
fraud and illegal acts is an effec[iie manage men[

R) control system. Houeier, ]nternal aud]tors are
also instrumental In pretending fraud, wai(e, and

related improprieties Inspec[or General, DOD

policy (references (a) and (c)) requires audl[or,

be alert to situations or transac[lons that could

be Indicative of fraud, ~aste, and ]Ilegal :ICI<.

A) (1) Auditori shall make an .i~ses~mcn[
of compliance wi[b applicable lau~ and reg~J–

lations, when necessar}, ~o satl~f! [be aud][
ob]ecliles. Auditi shall be deilgned LOprol icfe
reasonable a~surancc of cfe[ec[ln~ erruri, abuie,

or illegal ac~s ~ha~ could ~]gnlllcantli ,Ifltcl [I]e
financ]al s[a[emenls or aud[t objec[liei.

(2J All DO\ aucf][or~ muil ensure [h~l

copies of all procurement rela[ed lraud repor[.
and <~andard< of conduc[ report~ are pr{)i]ded [i)

the %aial ln~pec(or General uhf) N]lI coflrdln:][r

appropriate remedial acllon< ,Addltlonall\ . ,111

DOS aucfltor~ mui[ be ai~are of the reyulren]et][

to not]f\ the Xa!al lnte<tlga[iic Serilce C’(Jn-
mand of ac~ual or iuspec[ed crlmln~l aLLI\IIILJ.

(reference (j)).

b. Jl”hen DO\ aucll[or< ~uspec( crlmln:il
acti!rt), a Mrlt[en report of su~pec[ed Ir(lucf !f III

be submllted [a the \alal ln~ei~]gatlte Serllce

Command ulth a c[)p) to the ac[lilli comn]<]nd-

lng officer or the Immedlale super]or in crJm-

mand when the commanding officer mai be

iniolied. The} [hen UIII delermlne al uhal Ieiel

to briel ani knoun or suipecled Ins[ancei 01

Illegal actlon~. \\ ’here criminal actlil[l ]i \u\–

petted during Lhe audil, anl notif]cat]f)rl {Jr
dissernina[]on of audl[ repf)r[s ~ill be co(lrdlna~ed

vith [he \“atal lnte~[lg;i[]je Sertlce (’omnland

This ]i to preclude compr{)nl]~e of tt]c’ lni e<[l-

gallorr or deitruc[]on:~l~er;~t](~tj (]! elldence.

c. ,Audl[ors are generall! not [ralrrecf [o

conduc[ crlmlnal inte~[iga[]oni. Tho~e are [he
respons]blllt} of ]ni e$[]ga[ors or laN en f’orcemenl
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(5) Rel~ upon ~he work of federal audi-
tors, providing tha[ such auditors and their work

meet [he genera llt’ accepted govern rnen[ audi[ing

standards (reference~ (a) and (c)).

(6) Provide explanations to government
personnel on audit procedures, work papers, and
findings rela[ed to the contrac[ effort until all

audit flndingi and dlspules are decided,

(7) Refer instances of suipecled fraud to

Lhe Xaval lnLestiga~lve Ser!)ce Command. Prior

coord]natlon with Nalal Audit Service Head–

quarter~ is necessarl

(8) Prollcfe a copy 01 all corrtracl
dell~erables, including [he f[nal report. [o ~he

Audllor General of Lhe \ai\

20. Quality Control and Assurance, Each
DO~i audi[ organlzatiorr shall establish and
malnlaln an appropriate Inlernal quality control
system and shall parttclpa[e In an external qualtti

as~urance revle~{ al least once et’ery 3 year<.
The In[ernal quall~! con[rol s~$tem “establl~hed b)

~l~e audl[ organ lza[lorr shall pro)lde reasonable

aisurance tha( the audl[ organ lza[}un has
Implemcn[ed and lull) compl]ed with applicable

audmng standard~, pollclei, and procedures,

The \atal Audi[ Serllce shall perlorm the
ex[ernal quali[L assurance retleil of DO\ local

audl( and mlll~ar! exchange audl~ organ iza[lu n>,

The ex~ernal qual}[\ a~~urance reiie\! pr{jgram
shall delermine whc[her the audl~ organl/a~lon’i

internal quallt~ con[ro] s\i[enl is in place and

operaung elfectltel), and ~{he[her establl~hed
pollcle~ and procedure and appllcahle audl[

i[andard< are being follo!~ed In ](s audtt uorh.

21. Naval Financial Assistance. Xa~al f’uncf~

are prowded 10 slate and local governments.

The lnspec~or General. DOD has o\ersig}~t

responsibill[le~ for Federal f’inanclal asws[ance

proyided to these golernmen[~ (reference (d) ),

To ensure accountability, a cop! 01 all gran[~i

contr:ictf/procurement” documen[< li~ued for i[ate
and local goiernnlenl~ [() receiie nalal Ilnanclal
a~<l~tance WIII be pt-otlded 10 lhe i~~~lilanl

Inspector Genera] for Audl( Pol]c\ and

Olerslgh[. DOD.

22. Action. The Auditor General of the .Kaly,

DOS Secretariat Of fIces, Lhe Chief of NaJa]
Operations, and the Commandant of the !t4arine
Corps are to implement uithin Iheir organi-

zations, as necessary, the provisions of this

instruction. Implementing directives may add
de[ails for local use and provide further guidance

where options have been indicated. Draft

directives or statements on audit policy will be

coordinated with the Audnor General of [he
.Xai}.

23. Administration and Maintenance.
Recommendations for improvements and

appropriate changes to this instruction wl[h
justification should be submitted to ~he Audi[or

General of the Xatry.

24. Reports. The reporls required in Ibis
Instruction are exempl from reporls control by

SECNA\’IXST 5214.2B.
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